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GENERAL BUSINESS CONDITIONS 



rates on commercial paper, corrected for seasonal vari- 
ation, has moved downward since June (curve C). 

The stability of the actual rates on commercial paper 
is probably due to stability in the rate of rediscount of 
the federal reserve banks. The advance in rediscount 
rates announced early in November by the Federal 
Reserve Banks of New York, Boston, and Chicago 
marks a turning point in the policy of the Federal Re- 
serve Board. The recent advance may be followed by 
further advances. If so, we may expect considerable 
increases in the rates charged by member banks for 
bankers' acceptances, and commercial loans. 

The action of the federal reserve banks has intro- 
duced into the business situation a new factor which 
was not fully discounted by the speculative mar- 
kets during the month of October. This action has 
been followed by unfavorable developments in con- 
nection with the financing of foreign trade to which 
reference is made in the article on page 17 of this 
Supplement; and just as we go to press another 
disturbing factor has developed in the unfavorable 
action by the United States Senate upon the Peace 
Treaty. Under these circumstances, although we 
expect that commodity prices in November and De- 
cember will remain high or advance as our forecaster 
indicates, yet the unfavorable financial development 
since the first of November may lead to a recession 
next year. In any case it is perfectly clear that both 
security and commodity markets are now subject to 
the influence of powerful opposing forces. In the 
first place, there is the prospect of a large volume of 
business, domestic and foreign, to be done at profit- 
able prices; and in the second place, there is the 
restraining influence of the important factor, money, 
which has held speculation in leash ever since last 
July and will continue to operate as a check upon 
speculation until money again becomes easy. 

There is a close relationship between credit and dis- 
count rates, on the one hand, and security and com- 
modity prices, on the other hand. The influence of the 
policy of the Federal Reserve Board on call rates and 
prices on the New York Stock Exchange has already 
been felt. 

If the Federal Reserve Board, by increasing redis- 
count rates and by other means, should decrease the 
volume of credit accommodation to business a decrease 
in commodity prices, also, may be expected to follow. 
The relations among prices, credit, discount rates, 
physical productivity and saving are considered on 
pp. 9-16 of this Supplement. The imperative need 
of financing exports is discussed on pp. 17, 18. 



II. THE THREE GROUPS OF SERIES 

Group A 

Chart II shows the monthly fluctuations, since No- 
vember 19 1 8, of the following series of business statis- 
tics, corrected for seasonal variation and secular trend : 



New York bank clearings. 

Price of twenty industrial stocks. 

Shares traded on the New York Stock Exchange. 

The value of building permits in twenty leading cities. 

The yield of ten railroad bonds (reversed). 
During the period 1903-14 these five series moved in 
general together, reflecting speculative activity and 
forecasting the movement of Group B. 

Not quite the same can be said of the period since 
November 1918. The price of twenty railroad stocks, 
also included in this group for the pre-war period, is 
temporarily excluded; owing to government control of 
railroads and the special questions now agitating the 
railroad world, it does not appear at present to con- 
tribute significantly to the index of general business 
conditions. The price of ten railroad bonds, although 
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Chart II. — Corrected Series of the Speculative Group (A). 
(1) New York Clearings, (6) Building Permits, (8) Shares Traded, 
(12) Price of 10 Railroad Bonds (yield reversed), (18) Price of In- 
dustrials. The heavy shaded line represents the average of series 
1, 8, and 18. 

out of line with the companion series previous to April, 
has been fluctuating like the other speculative series 
since that date. The price of bonds has recovered from 
the low September level. The value of building permits, 
at the signing of the armistice, stood at a much lower 
level than the remaining series, as a result of govern- 
ment restrictions in war time. The drop in September 
was due entirely to a decrease in the figures for New 
York City from the unusual figure of $45,000,000 in 
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August to $19,000,000 in September. The other cities 
in the group showed an increase of 29 per cent. 

The other three series, New York clearings, shares 
traded, and price of industrials, agree in showing per- 
sistent stability from November to February and a 
strong upward sweep culminating in July. After a re- 
cession in August there was a recovery in September 
and a strong upward movement in October. It is the 
average of these corrected series which is taken at pres- 
ent as a fair indication of speculative activity since 
November 191 8 and which is shown by the shaded line 
(A) on the chart. 

Interpreted on the basis of the pre-war sequence a 
recession in the speculative group that persists for some 
months indicates that there will follow a like recession 
in commodity prices. In the near future a period of 
strong commodity prices and continued industrial ac- 
tivity may be expected. 

Group B 

Charts III and IV show the monthly fluctuations, 
from November 191 8, of the following seven commodity 
price and production series, corrected for seasonal varia- 
tion and secular trend: 

Bank clearings outside New York City. 

Bradstreet's index of commodity prices. 

Bureau of Labor index of wholesale prices. 

Business failures (reversed). 

Merchandise imports of the United States. 

Production of pig iron. 

Unfilled orders of the United States Steel Corporation. 



These series fluctuated roughly together during the 
pre-war period, reflecting industrial activity, and lag- 
ging behind Group A. 

For reasons incident to the readjustment from war to 
peace conditions, the last four of these series seem tern- 
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Chart III. — Corrected Series (entering the average) of the 
Commodity Price and Production Grotxp (B). 
(3) Outside Clearings, (4) Bradstreet's Prices (pertains to first day 
of month). 

The heavy line represents the average of series 3 and 4, the data 
for series 4 having been adjusted by taking the means of pairs of 
consecutive items of the corrected series. 



porarily unreliable as indices of general business con- 
ditions for the period since November 191 8. These are, 
accordingly, plotted separately on Chart IV. Business 



CORRECTED ITEMS OF VARIOUS SERIES OF BUSINESS STATISTICS* 

(Cycles) 



1918 

November . 
December . 

1919 

January . . . 
February . . 

March 

April 

May 

June 

July 

August 

September . 
October . . . 
November . 



GROUP A 



New 

York 

clearings 



+ 1.0 
+ I.I 

+ I.I 
+ I.I 
+ 1.4 

+i-7 
+2.3 
+ 2.8 

+3-6 
4-2.9 

+3-o 

+3-5 



Price of 
indus- 
trial 
stocks 



+ -7 
+ -5 

+ -4 
+ -S 
+ -9 
+i-3 
+2.0 
+ 2.4 
+ 2.9 
+ 2.3 
+ 2.8 

+3-3 



Shares 
traded 



4- .1 

- -3 

- -3 

- -3 
4-1.0 
4-2.1 

+ 2.9 
4-2.7 
+ 2.9 

+ i-S 
4-1-4 
+3-3 



Building 
permits 



-3-8 
-3-7 

-3-o 
-2.4 

— 2.1 

- .8 
+ .8 
4-2.2 
4-2.3 
+4-4 
4-3-2 
+3-3t 



Yield 
on ten 
railroad 
bonds 



- -9 

- -3 

4- .2 
4-1.0 
+i-3 
+i-S 
4-i. 1 
4-1.0 
4-1.6 
4-2.6 
+3-° 

+ 2.2f 



GROUP B 



Outside 
clearings 



+ -7 

+ -7 

+ -9 

+ -3 

+ -7 

4- .6 

4-1.9 
4-2.0 
4-2.8 
+3-2 
+3-5 
+3-7 



Brad- 
street's 
prices 



4-2.0 
-f2.2 

4-1-4 
4- .1 

- .6 

- -5 

- -5 
+ .8 

+ 2.0 

+3-7 
4-2.9 
+3-o 
4-3-6 



Bureau 

of Labor 

prices 



4-2.4 
4-2.6 

4-1.8 

+ .6 

4-1.4 
4-1.8 
4-2.6 
4-2.6 

+5-o 
+6.3 
+ S-3t 



Business 
failures 
(Brad- 
street) 



-4.2 

-S-o 

-6.0 

-4-5 
-4.6 
-4.6 
-4.6 

-4-5 
-4.8 

-4-3 
-4.4 

-4.6 



Imports 



+1.1 

- -7 



+ -3 
+ -4 
-t-1.4 
+3-8 
4-2.6 
+4-6 
+3-ot 
+ 7-7t 



Produc- 
tion of 
pig iron 



+ 



+ -7 
+ -3 

- .1 
— 1.0 

-i-7 
-1.4 

- .8 

- -3 

- .8 

-2-3 



Unfilled 

orders 

U. S. S. C. 



+ -5 

4- .2 



GROUP C 



Rate on 
four-to- 
six 
months 
paper 



4-1.0 
4-1.0 

+ -9 
+1.1 
4-i.o 

+i-3 
+i-3 
4-1.6 

+ i-3 
+ -9 
+ -3 
+ -3 



Rate on 
sixty-to- 
ninety 
day 
paper 



+1.1 
+ -7 

+ -9 
+i-3 
+i-3 
4-1.4 
+ 1.6 

+1.9 
+ 1.4 
+ .8 
+ -4 
4- .2 



Dividend 

pay- 
ments J 



4-1. 1 
4-1.2 

+ i-S 
4-r.o 
4-1.0 

+ -4 
— .1 
— 1.0 

.0 

+ -3 
4-1. 1 
+ .6 



* These figures, which are plotted on Charts II-V, represent the 
trend of the series when the original data shown on the following pages 
have been corrected for seasonal variation and secular trend, as de- 
scribed in the April Review, p. 139, and the Monthly Stipplement 
for July, pp. 7-10. 



t Preliminary figure. 

% In the September Supplement a change was made in the method 
of presentation of this series. The corrected items are now com- 
puted from the three months moving averages, centered, of the actual 
items. 



GENERAL BUSINESS CONDITIONS 



5 



failures (reversed on the chart) have been on an exceed- 
ingly low level ever since 191 7, and on this level their 
fluctuations have not their customary significance. In 
the past merchandise imports have fluctuated with busi- 
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Chart IV. — Corrected Series (not entering the average) of 
the Commodity Price and Production Group (B). 
(2) Production of Pig Iron, (s) Imports, (9) Unfilled Orders U. S. 
Steel Corporation (pertains to last day of month), (n) Bradstreet's 
Business Failures, reversed, (16) Bureau of Labor Prices. 



ness prosperity and depression, while exports have not 
been an index of business conditions. Imports now ap- 
pear to be resuming their status as an index of business 
activity in the United States, the recent movement be- 
ing similar to that of commodity prices and outside 
clearings. Pig-iron production and unfilled orders of the 
United States Steel Corporation, which were much swol- 
len by war requirements, have been especially affected 
by readjustments to peace conditions. Pig-iron pro- 
duction, as expected, fell off in September and October 
because of the strike, while unfilled orders increased. 
Upon the settlement of the strike these series may be 
expected gradually to resume their usual status in 
Group B. 
The two commodity price indices and bank clearings 



outside New York City show a reasonably close conform- 
ity for the whole period, and for the time are regarded 
as reasonably representing the trend of business activity. 
These two are shown, with their average, in Chart III. 
From this average the Bureau of Labor price index 
(see Chart IV) is excluded merely because its late pub- 
lication does not permit its use for the last two months. 

Group C 

The banking and financial group employed in the 
pre-war period included the following five monthly 
series: 

Loans of New York City Clearing House banks. 

Deposits of New York City Clearing House banks. 

Rate of interest on four-to-six months commercial 
paper. 

Rate of interest on sixty-to-ninety day commercial 
paper. 

Dividend payments by industrial corporations. 

These series tended to fluctuate together, and their 
fluctuations lagged behind those of the industrial group. 

Since the armistice the loans and deposits series have 
tended upward. Discount rates tended moderately up- 
ward from January to June. Since June the trend of 
the corrected rates was steadily downward. The sea- 
sonal tendencies exhibited by discount rates in pre-war 
days, but largely absent during the war, have not yet 
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Chart V. — Corrected Series of the Financial Group (C). 

(13) Rate on 4-6 Months Paper, (14) Rate on 60-90 Day Paper, 
(17) Dividend Payments, three months averages. 



reappeared under the federal reserve system. The in- 
flexibility of the rates of rediscount of the federal re- 
serve bank has resulted in inflexible commercial rates. 
During the past year the commercial rate has not been 
a good index of money market conditions. 

The amount of dividend payments by industrial cor- 
porations usually does not increase until a period of 
prosperity is well advanced. High dividend payments 
usually come at the climax of prosperity. Since June 
dividend payments have been rising. The recession 
in October may be temporary and not a turning point 
(Chart V). 



